A general class of tests designed to detect conditional mean misspecif ication for cross section or time series applications is proposed.
Introduction
This paper develops a general class of tests intended to detect misspecif ication of a conditional expectation for cross section or time series models.
The approach is based on the encompassing principle (Hendry and Richard (1982) , Mizon (1984) , and Mizon and Richard (1986) ) in the sense that it exploits certain implications of estimating an alternative model when the model taken to be the null is true. However, for nonlinear, dynamic models the present application of the encompassing principle results in "conditional mean encompassing" (CME) tests that are more operational than the "complete parametric encompassing" (CPE) tests proposed by Mizon and Richard (1986 Mizon and Richard (1986) (3) (4) (5) where e * y^-ni (x .<*_ ) , t=l,...,T are the residuals for model (2.1). (1985) , Tauchen (1985) , White (1987) , and others.
In order to distinguish the tests based on (3.5) from the complete parametric encompassing tests of Mizon and Richard (1986) , the former will be called This is straightforward since the statistic (3.5) is of the general form that I have considered elsewhere (Wooldridge (1988) 
Examples of Nonnested Tests
Because the heteroskedasticity-robust Lagrange Multiplier statistic has been considered elsewhere (Davidson and MacKinnon (1985) , Wooldridge (1987a) ), this section focuses on the application of CME tests to model specification testing in the presence of nonnested alternatives. Gourieroux, Monfort, and Trognon (1984) (A. 8) and (4.9), a computationally convenient estimator is obtained from the log-linear regression. Ruud (1984) Wooldridge (1987b) As mentioned several times above, Mizon and Richard (1986) (6.6) It can be shown that when the regressors are treated as nonrandom (or strictly exogenous), (6.6) and (3.6) are asymptotically equivalent up to multiplication by a sequence of uniformly positive definite matrices.
Thus, in this case, the CPE and CME tests are asymptotically equivalent, and the CME test can be viewed as a computationally simple robust version of the CPE tests of Mizon and Richard (1986) and GMT (1983 As exposited by GMT (1983) and Mizon and Richard (1986) , the CPE principle has broad applicability. However, the current application of the encompassing principle also applies to situations more general than WNLS . 
